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Report of Independent Registered Public Accounting Firm

The Board of Directors
State Street Global Markets, LLC

We have audited the accompanying statement of financial condition of State Street
Global Markets, LLC as of December 31, 2005. This statement of financial condition is
the responsibility of the Company’s management. Our responsibility is to express an
opinion on this statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards requife that we plan and perform the audit to obtain
reasonable assurance about whether the statement of financial condition is free of
material misstatement. We were not ‘engaged to perform an audit of the Company’s
internal control over financial reporting. Our audit included consideration of internal
control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the statement of financial condition, assessing
the accounting principles used and significant estimates made by management, and
evaluating the overall statement of financial condition presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the statement of finandial condition, referred to above presents fairly, in
all material respects, the financial position of State Street Global Markets, LLC at

December 31, 2005, in conformity with accounting principles generally accepted in the
United States.

(Z-;./\m(\y ¥ @'owl/ (L P
Emst & Young LLP

February 23, 2006

A Member Praitice of Emst & Young Global
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State Street Global Markets, LL.C

Statement of Financial Condition

Dec;‘ember 31, 2005

Assets

Cash and cash equivalents

Security segregated pursuant to SEC Rule 15¢3-3

Deposits with clearing organizations

Receivable from broker-dealers

Receivable from customers

Securities owned, pledged to creditors

Goodwill

Other intangible assets, net of accumuldted amortization of $678,108
Other assets

Total assets

Liabilities and member's equity

Liabilities:
Securities sold under agreements to repurchase
Securities sold, not yet purchased, at inarket value
Payable to broker-dealers
Payable to customers
Payable to affiliate
Accrued expenses and other liabilities

Total liabilities

Member's equity
Total liabilities and member’s equity

See accompanying Notes to Statement of Financial Condition.

$173,589,118
14,974,125
1,788,292
37,315,902
51,219,585
7,204,209
72,734,167
18,408,924
25,889,306

$403,123,628

$ 3,878,286
15,090,957
53,176,344
20,451,092
10,185,126

9,714,125

112,495,930

290,627,698

$403,123,628




State Street? Global Markets, LL.C

Notes to Statement of Financial Condition

Dec%ember 31, 2005

1. Accounting Policies
Organization and Nature of Business$

State Street Global Markets, LLC (the Company), a Delaware single member limited
liability company, is a wholly-owned subsidiary of State Street Corporation (the Parent).
The Company was incorporated on April 21, 1999 and its existence has been deemed
perpetual. The Company is a registered broker-dealer with the Securities and Exchange
Commission (the SEC) and is a member of the National Association of Securities
Dealers, Inc. (NASD). The Company is engaged as a securities broker-dealer that
comprises several classes of services, including principal transactions, agency
transactions, investment servicing, and mutual fund distribution. The Company does not
extend credit to customers in the form of margin accounts.

Use of Estimates

The preparation of a statement of financial condition in conformity with accounting
principles generally accepted in the United States requires management to make
estimates and assumptions that affect the amounts reported in the statement of financial
condition and accompanying notes. Actual amounts could differ from those estimates.

Cash and Cash Equivalents

The Company has defined cash and césh equivalents as highly liquid investments, with
original maturities of less than ninety days that are not held for sale in the ordinary course
of business. ‘

Deposits with Clearing Organizations

Cash and securities are kept on deposit with various clearing organizations and represent
the minimum balance required to be maintained in order to utilize various clearing
brokers. These balances are subject to withdrawal restrictions such that the Company
would be prohibited from doing business with the clearing brokers if the minimum cash
or security balance on deposit is not maintained.
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State Streei Global Markets, LLC

Notes to Statement of Financial Condition (continued)

1. Accounting Policies (continued)
Securities Transactions

Securities owned and securities sold, not yet purchased, are recorded on a trade date basis
and are reported at fair value, with the resulting realized and unrealized gains and losses
included in net income. Fair value is generally based upon quoted market prices. If
quoted market prices are not available, fair value is determined based upon other relevant
factors including dealer price quotations, price activity of similar instruments, and pricing
models. Pricing models consider the time value and volatility factors underlymg the
financial instruments.

Receivable from and Payable to Broker-Dealers

The Company clears certain of its proprietary and customer transactions through other
broker-dealers on a fully disclosed basis. The amounts receivable and payable from
clearing brokers relate to the aforementioned transactions.

Goodwill and Other Intangible Assets

Goodwill represents the excess of purchase price over the fair value of net assets
acquired. Other intangible assets represent purchased assets that lack physical substance
but can be distinguished from goodwill because of contractual or other legal rights or
because ‘the asset is capable of being sold or exchanged either on its own or in
combination with a related contract, gsset, or liability. Goodwill is not amortized, but
rather evaluated for impairment on at lzast an annual basis. The effect of any impairment
is recorded in the period that it is deterinined to be impaired. As of December 31, 2005, it
was determined that there was no impairment of goodwill. The Company amortizes other
intangible assets over their respective useful lives to their estimated residual values. The
Company has estimated the useful life of its customer relationship intangibles to be 5
years. Other intangible assets are stated at cost less accumulated amortization.



State Street Global Markets, LLC

Notes to Statement of?' Financial Condition (continued)

1. Accounting Policies (continued)

Resale and Repurchase Agreements:

Securities purchased under agreement$ to resell and sales of securities under agreements
to repurchase are treated as collateralized financing transactions and are carried at the
amounts at which the securities were acquired or sold plus accrued interest. It is the
Company’s policy to take possession c¢r control of securities purchased under agreements
to resell. The Company monitors the market value of the underlying securities as
compared to the related contract arhounts, including accrued interest, and requests
additional collateral or returns collateral pledged where deemed appropriate.

Income Taxes

The Company is a limited liability company and for federal and state income tax
purposes is not subject to income taxes. All items of income, expense, gain or loss
generated by the Company are reportd by the Parent for federal and state income tax
reporting purposes. :

2. Acquisitions

In November 2005, the Company acquired 100% of the membership interests of PDR
Services, LLC (PDR) from the American Stock Exchange (Amex) for $18,000,000. PDR
is the sponsor for three exchange-tradéd funds (ETFs): the SPDR Trust, MidCap SPDR
trust and DIAMONDS Trust. As a result of the transaction, the license agreements for the
three ETFs between the index providers (Standard & Poors and Dow Jones) and the
Amex were assigned to the Company. In addition, the Company and the Amex, jointly
with PDR, entered into a marketing :agreement whereby the Company was a351gned
exclusively the marketing responsibilities for each ETF.

The transaction was structured to mclude an advance payment of $18,000,000 plus four
quarterly payments per year for each E TF for 11 years. The advance payment, recorded
as an intangible asset, will be amortized on a straight-line basis over the life of the
contract. The quarterly payments will be calculated according to a formula that is based
on the assets under management both at the time of closing of the transaction and at the
time of each quarterly payment. On a net-present-value basis, the aggregate future
quarterly payments are expected to range from approximately $39 to $47 million.

Accumulated amortization related tb this intangible asset was $246,576 as of
December 31, 2005. |




State Street Global Markets, LLC

Notes to Statement of Financial Condition (continued)

2. Acquisitions (continued)

In August 2004, the Company acquired the commission recapture business of New
England Pension Consultants, Inc. (NEPC) for a total purchase agreement price of
$1,400,000. On February 4, 2005, the Company paid the remaining $300,000 under the
agreement for the successful handling and communication by NEPC of non-consenting
clients. This amount was recorded as goodwill.

Accumulated amortization related f[O this intangible asset was $199,500 as of
December 31, 2005.

3. Security Segregated Under Federzl Regulations

A U.S Treasury bill has been segregated in a special reserve account for the beneflt of
customers in accordance with SEC Rule 15¢3-3.

4. Securities Owned and Sold, Not Yt Purchased

At December 31, 2005, securities owned and sold, not yet purchased, at fair value
(including those pledged to creditors) were as follows:

Sold, Not Yet
Owned Purchased
Commercial paper $1,190,701 $ -
U.S. government and agencies 154,000 g
Equities 5,859,508 15,090,957

$7.204,209 $15,090,957

Securities owned, pledged to creditors represent collateral pledged to lenders for short-
term borrowings and securities sold unider agreements to repurchase on terms that permit
the counterparty to sell or repledge the securities to others.
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State Street Global Markets, LLC

Notes to Statement of Financial Condition (continued)

5. Concentrations of Credit Risk

The Company provides investment and related services to a diverse group of domestic
customers, including institutional investors and broker-dealers. The Company’s exposure
to credit risk associated with these transactions is measured on an individual customer or
counterparty basis. To reduce the potential for risk concentration, credit limits are
established and continually monitored in light of changing customer and market
conditions. In the normal course of providing such services, the Company requires
collateral on a basis consistent with industry practice or regulatory requirements. The
type and amount of collateral are continually monitored and counterparties are requ1red to
provide additional collateral as necessary.

6. Fair Value of Financial Instruments

Management estimates that at Decernber 31, 2005, the aggregate net fair value of
financial instruments recognized in thé statement of financial condition (including cash,
securities, receivables, payables, and accrued expenses) approximates their carrying
value. Such financial instruments are sl}mrt-tenn in nature, bear interest at current market
rates, or are subject to repricing generally on a daily basis. :

7. Contingent Liabilities and Guarantees

In the normal course of business, the Company’s activities involve the execution and the
settlement of customer securities transdctions. These activities may expose the Company
to off-balance sheet risk in the event the customer is unable to fulfill its contracted
obligation. Credit risk represents the maximum potential accounting loss the Company
faces due to the possible nonperformance by customers.

The Company’s exposure to credit risk can be directly impacted by volatile securities
markets that may impair the ability of counterparties to satisfy their contractual
obligations. The Company seeks to control its credit risk through a variety of reporting
and control procedures and by applying uniform credit standards maintained for all
activities with credit risk.

The Company is involved in litigation arising in the normal course of business. In the
opinion of management, after consultation with legal counsel, the ultimate resolution of
such litigation will not have a materially adverse effect on the Company’s financial
position.
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State Street Global Markets, LLC

Notes to Statement of Financial Condition (continued)

7. Contingent Liabilities and Guararitees (continued)

The Company’s customer securities activities are transacted on a delivery versus payment
basis. In delivery versus payment transactions, the Company is exposed to risk of loss in
the event of the customer’s or brokei’s inability to meet the terms of their contracts.
Should the customer or broker fail to perform, the Company may be required to complete
the transaction at prevailing market prices. In addition, the Company has entered into
indemnification agreements with certdin clearing organizations whereby the Company
has agreed to compensate the clearing drganizations for any damages or losses caused by
a customer introduced by the Company. Customer trades pending at December 31, 2005
were settled without an adverse effect ¢n the Company’s statement of financial condition.
The maximum potential amount of futire payments that the Company could be required
to make under these indemnifications cannot be estimated. However, the Company
believes that it is unlikely it will have to make material payments under these
arrangements and has not recorded any contingent liability in the statement of financial
condition for these indemnifications.

8. Net Capital Requirements

As a registered broker-dealer with the SEC, the Company is subject to the Uniform Net
Capital Rule pursuant to Rule 15¢3-1. The Company has elected to compute its net
capital requirements under the Alternative Standard provided for in the Rule, which
requires that the Company maintain net capital equal to the greater of 2% of aggregate
customer-related debit items, as defined, or $250,000.

At December 31, 20085, the Compan)y’s net capital was $186,747,356, which was
$186,497,356 in excess of the minimum required net capital of $250,000.

Under the clearing arrangement with l‘he clearing broker, the Company is required to
maintain certain minimum levels of net capital to comply with other financial ratio
requirements. At December 31, 2005, the Company was in compliance with all such
requirements.

9. Related-Party Transactions
Cash

Included in cash and cash equivalents in the statement of financial condition is
$3,941,512 which is held on deposit at State Street Bank and Trust Company (State
Street), an affiliate of the Company.




State Street: Global Markets, LL.C

Notes to Statement of fFinancial Condition (continued)

9. Related-Party Transactions (contiihued)

Servicing of Conduits

The Company provides servicing for commercial paper conduits administered by State
Street. State Street provides liquidity: lines and credit enhancements through liquidity
asset purchase agreements and standby letters of credit to these commercial paper
conduits. :

Short-Term Funding

The Company meets its short-term: financing needs by entering into repurchase
agreements with various financial institutions and State Street.

Employee Benefit Plans

The Company’s employees are covered under State Street’s benefit plans. The
noncontributory pension plan and defined contribution plan of State Street are also
available to eligible employees of the Cfompany.

10. NASD Letter of Acceptance, Waiver and Consent (AWC)

In November 2005, NASD accepted an AWC from the Company for failing to properly
report 14,073 transactions, or 89% of its aggregate self-cleared corporate bond
transactions to NASD’s Trade Reporting and Compliance Engine (TRACE) and failing to
properly report 390 transactions, or 79%, of its aggregate self-cleared municipal bond
transactions to the Municipal Securitits Rulemaking Board (MSRB). The total dollar
amount of the unreported corporate and municipal bond transactions exceeded $5 billion.
The Company was censured and fined $1,400,000 as a result of this action.
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